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SUl\\MARY OF REPLY COMMENTS

The Nebraska Rural Independent Telephone Companies (the "Nebraska Companies')

appreciate the opportunity to submit these reply comments in response to the NOIINPRM.' In

these reply commems. the Nebraska Companies will address the following subjects: (a)

Provider-of-Last-Reson (-·POLR·") responsibilities arc fundamcntal to voice network ubiquity:

(b) the Commission should not phase out FJle-of-rdum regulation and replace it with price-cap

or other incentivc regulation; (e) mmtet-base<l mechanisms such as procuremem or reverse

auctions should "m be utilized in rural unserved areas; (d) state-federal collaboration should be

pursued in the deployment ofunivcrsal broadband service: (e) fibcr-to-the-premises ("'FlTP") is

often the 11\<)5t cost-c1l"eetive method for providing broadband service: (f) costs and revenues

associme<l with video s~'f\'ices should be exclud~-d in detemlining Connect America Fund

("CAF"") suppon: and (g) fcderal univcrsal service fund suppon is I"<.'quired to preserve the

consumer benefits provided by the existing network.

As was advocated by the Nebraska Companies in Iheir initial commems, the design and

implememalion ora broadband pOLR system is of utmost imponance to the design of any future

broadband support system.1 The Nebraska Public Service Commission ("NPSC") aud a number

of additional commenters have join~-.J the Nebraska Companies in urging the Commission to

carefully consider the potemial impact of POLR duties and policies in relation to e};isting

Carrier-of-Last-Resort (""COLR"") duties and policies.

The Nebraska Companies join the eommCll1ers that advocate that the Commission's goal

of ubiquitous broadband availability in rural and other high-cost areas can only be achieved if the

, Notice of Inqui,y ,""NOr) and NOIiee of Propo.>«l Rulem.kin& (-'/I'PR.lf") rele.sed by the Fed<ral
CommunicaoKn< Con,mi"ion, FCC 10--58 (April 2 t, 2010).

, Con'nlt"J\ts oftbc Nebraska Companies. pp. 72-8 I.
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Commission maintains rate-o!~rClurn r'RoR") regulation for rural LECs. RoR regulation

provides proper incentives to achieve ubiquitous broadband availability. To nl'lace RoR

regulation with another regulatory model that has no proven track record for small carriers could

place future capital deploymcnt at risk.

Procurement or reverse auctions should nOl be utilized in rural UnSCf\'l-d areas inasmuch

thaI such mechanisms pose a threat to the stability of universal se....·iee and continuing long-tenn

investment in high-cost areas. The Nebraska Companies shme the concerns of other comm•.'nters

that these mechanisms favor large carriers while disadvantaging smaller providers. pose an

unreasonable risk to continued availability of affordable voice services and involve many

unanswered issues such as how POLRICOLR issues will be addressed.

All states have a stake in ubiquitous broadband dl'Ployment and tbus should share in the

costs thereof. The Nebraska Companies supporlthe comments of statc commissions sucb as the

Pennsylvania Public Utility Commission ("'Pl'UC'j and the NPSC advocating that the broadbatld

deployment goals of the National Broadband Plan ("NBP") ean best be accomplisbed througb

creation of explicit incentives for states to financially support federal universal se....·iee

mechanisms. J

The Nebraska Companies believe that relevant data disproves the elaims of some

eommenters that FlTP is not a cost effective tcdmology for dcploying broadband in roral mcas.

In these Rl'Ply Comments the Nebraska Companies provide data and a case study that

} Comm.m. of Penn.yh,,"ia Public lJlitity Com",i",ion, p, 35; Com"",nt. of tho Nebroska Public 5c,,,-ice
Conunissioo, p. IS.
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demonstrate the cost effectiveness of FTTP as both a short-tenn and long-tenn means of

providing broadband service,'

ConsisTent wilh the position advanced in Their initial comments. The Nebraska Companies

advocaTe that costs and revenues associaIL'd with video scrvices should be excluded in

detennining CAF support.s Estimating video revenues and costs is ditlicuh. may be unreliable

and video costs and revenues should not be included in the calculation of CAl' support because

such inclusion may well increase the size of the CAF.

The Nebraska Companies share the concerns expressed by many commenters thai the

proposed steps 10 cut lcgacy High-Cost support sct forth in the NPRM will negativcly affect

currenTly affordable voice services. The Nebraska Companies believe that the current system of

universal service support That aSSiSTS. where necessary. in the recovery of capital inveSTments

o"cr their depreciable lives has work..'d well, and is likely to be sup<..>Jior to any new regime that

includes only up-front capiTal expenditure support paymenTs.

'5«, Sect;"" E infra

, Com"",nt' of the Ncbrasl<a C<:>mplm;C" PI'. 2~·JO,
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I. INTRODUCTION

The Nebraska Ruml Independent Companies (the "Nebraska Companies")6 hereby sub'uit

reply CommL'l1ts in the above-captioned proceedings. The Nebraska Companies appreciate the

opportunity to file reply comments in response to the comments file<! by other interestL-d parties

,n thc,c proceedings on July 12. 2010 regarding Ihe Notice of Inquiry ("NOr") and NOliec of

Proposed Rulemaking C"NPRIlF) rckased by the Federal Communications Commission (hL,,-ein

the "Commission") on April 21. 2010 (FCC 10-58),

• Tt.; Nchra<ka Comp.ni« are, ArlinglOn Telq'f>onc Company. BI.ir Telephone Company. Cambridge
Telet>/lollc Co.. etar'" Tck<ommunica,ion., Co.. Co"",lid1ued Telephone Company. C""<olid.tcd TdoO-. tnt.•
Coosohdatcd Telecom. tne.. The Cuni$ Tdephone Company. E...em Ncl>ra>;ka Telephrme Company, Grea' Plains
COmmunicOlions. Inc" Hamill"" Telephone Company. Haning!on Telecommunica,ions Co.. tnc.. He","""y
Coopcrat;"e Telephone Company. Inc .. K & M Telephon<: Company, tnc .. 11'<' Nebra<k. Cen'rat Telepllone
Compony. Nonhc... Nebra'Ka Telephone Company, Rock Coun'y Tekpbone Compony. Stan'on Telephone Co..
Ine.. and Thre<: Riwr Teko.



II. DISCUSSION

A. Commenting Parties Hal'e Recognized that Pl'ol'ider-of-Lasl-Resorf Issues
A,·e Fundamental 10 Voice Network Uhiquity

The initial comments ~ubmitted by the Nebra~kn Companies nNed that stat,,-created

COLR obligations have been central to the success of the voice netwOlt reaching near ubiquityl

The Nebraska Companies recommend that the Commission should similarly dL'Sign a broadband

POLR mcchanism before making any funding deci~ions. Without a well-designed system to

define and administer broadband POLR duties, it would bc difficuh to cnsure that federal

funding actually advances universal sL>JVice goals. MOrtX>VL7, the Nebraska Companies suggest

that it would be premature for the Commission to dccide questions regarding modeling or

auctions without first deciding how broadband POLR duties '1'111 be ddincd. assil,'Iled. and

enforecd.~

The Nebraska Companics are pleased to note that the Nebraska Public Service

Commission (··NPSC"") tiled similar comments. The NPSC SUpportL-d the Nebraska Companies

central assertion, noting the importance of the wide range of duties traditionally assigned to

COLRs. ineluding wholesale duties and exit limitations.9 The Nebraska Companies also agree

with the NPSC that the Commission should:

consider the potential impact of the broadband providers' duties and policies in
relation to COLR duties and policies. These responsibilities should match "-~

, ("omment' of ~,e Nebraska Companies, pp. 80-81.

'M.p,n.

• ("omnI0111' of the NPSc. p. 12.
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closely as possible to the duties and policies for traditional COLRs so as not to
hann existing; voice and broadband services.'o

The NPSC Comments recognize the historical importance of state law in defining voice

COLR policies. Thc NPSC reportcd that it sees no rea>on to change this policy during the

transition to broadband. The Nebraska Companies agree. States not only have historical

authority over COLR issues. but were also re~'Ognizcd in the 1996 Act as the primary deeision-

makers regarding which camers arc assigned eligible telecommunications carrier ("'ETC') duti~'S

(the 1996 Act's c10scst analogy to COLR status) as wcll as primary jurisdiction to establish

SCTVice areas. I,

B. The Commission should 1I0t Phase out Rate-of-Return Regulation and
Replace It with Pricc-cap or Othcr Inccllli,'c Regulation

Many commcnting parties asserted that the Commission's goal of ubiquitous broadband

availability in rural and other high~ost areas can only be achieved if the COlllmission maintains

rate-of-return ('"RoR'") regulation for rUTal LECS'~ The Nebraska Companies agree that RoR

regulation has provided, and can continue to provide. lhe proper incentives to achievc that goal.

RoR regulation providcs small, rural LEes with the financial stability that promotes

investment. Continued stability is necessary if rural LEes are to continue making capital

investments in multi·pu'1'Osc networks capable of bringing advanced and atl"ordablc

telecommunications services. including broadband. to rural areas.'l The Nebraska Companies

to Id,

"47 U.S.c. § 214(e),

"See. Commonts of TCA al pp. 10·12: Comments ofNooh Dako.. Ruml Tolopho"" Group. I'P. 9_12:
Com",on" of Sooth Dakota Public Utilitio. Commi"ion ('"SDPUC"j, p. 7: Commonts of A,¥onbright &
Kirkpatrick, pp. 2-3: Comments of NECA. 0:1, al" p. 46: Commems of 81ooston Rural Carriers. I'P. 16-21:
Comments of PPUC, p. 4: Commems of Toxas Statowide Telophone Cooperat;"e, Inc .. PI', 7·10: Commonts of
SDl' A. PI" 33-35: Conunems of Utah Rural Teleoom A<.I(IC;ation, pp. 5--6: Comments of lSI, pp, 15-19: .nd Jo;nt
Comments of ,he NPSC and ,he North Dakota Commission. p. 13.

'.' Comments of Texas Statowido To!<-phone: Cooporati"o. 111<:.. p, 7.

3



ag,,:e wilh Ihe Texas S1alewide Telephone Cooperative lhal in Ihe pasl capital investments by

rural LECs were made possible by the eurrcnl struelure. including RoR cost recovery for

interstate costs. universal service support and intercarrier ~X)l1lpensalion. The Commission will

put future capital deploymem by small LECs m risk if it replaces such proven mechanisms with

new programs Ihat have no proven track record."

The NBP recognizes that RoR regulation was il11plemented in the 1960, when there was

only a single provider of voice services in a given g~-ogrnphic area that had COLR obligations 10

serve all cuslOmers. ll In many rural areas, this COLR obligation slill exists and extends over

sizable service areas with low-customer density. The service costs of such rural carriers will

incvitably bc higher than carriers that have no COLR obligations or that operale in more denscly

populated areas. RoR regulation remains a reasonable approacb to usc in such areas. because

RoR companies rLx:eiye a regulated return based upon their actual infraslructure investment and

operational expenses. Moreover. the exisling RoR mechanism ensures cflkiency and oversight

by subjating carriers to numerous reviews by USAC. NECA. state commissions and the

Commission.1b

As noted by the South Dakota Telecommunications AssociMion ("SDTA"). the

Commission detemlincd in the MAG Order that cost rc<XIvery for non-price cap carricrs can

reasonably be based upon an embedded. rate-of-return methodology.ll This is still true. In order

10 accomplish the goals of universal broadband availability, the Nebraska Compani~'S

"M"p.4.

"NBP.p.147.

" Comll1ctl" ofT.xas Stale wide T.l.phon. Cooperative. tnc" p. 8.

"Comments ofSDTA. p. 34. fOOlllOte 78.
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rcrommend that the Commission eominues RoR regulation to provide roral earners s~orving

rom!. high-cost arCaS with thc approprimc cconomic ineentivcs for investment and predictable

revenues in order to secure financing for broadband investment.

The Nebraska Companies urge the Commission to dismiss asserlions that RoR regulation

encourages inetlicient investment or leads to inetlieient USF mechanisms. Verizon. for

example. claims that RoR regulation has led RoR I.ECs to unnecessarily dcploy FTTP

technology.ll Yct. there are legitimatc reasons that a prudent company would install F1TP.'~

Replacing existing outside plant with a tiber network is more economical than rcplaeing it with

copper plant. 1(1

Thc Nebraska Companies support the commentcrs that oppose a shift from RoR to

ineClltive or price-cap regulation. Under an incentive regulatory regime. carriers are alk,wl"li tt>

keep, as profit, any funding that is not invcsted in infrastructure or spent on operational

cxpenscs." Thus. to maximize profits, price-cap carriers have an incentivc to limit capital

expcndituTL'S in markcts with thc least rcvcnuc potcntial (roral areas), and 10 decrease operational

cxpenscs, The result has bccn a lack of investment in ruml areas by price-cap carriers. Several

eo'nmenters mentioned the NBI)'s conclusion that two-lhirds of the unserved households are

locmed in the service areas of large and mid-size price-cap companics.ll This NBP finding is

entirely consistent with the fact reported by Nmional Exchange Carrier Association ("NECA").

"CommentsofVerilon and Verilon W;re~. p. lJ.

" 5<>0, ""'l;on S of these Reply Comments,

,. Commems of the Nebraska Companies. p. SO.

" Commems of B100!'tOll !tural Carriers. p. t9.

" Commen" of the SDPUC. p. 7; Comments of SDT A, p. tS: Comments of TCA. p. 10: Comments of
Bloosl"" Ru",1 Carriers. p. 1J; ConlmClts of Texa. Slalewide Telephone Cooperat;\·e. Ine .. p. 7: .nd Comments of
NECA et .•1.. p, 46,
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that ruml LEC networks are now capable of providing broadband serviee on avemge to over 90

percem of their customers. alb<:it in some eases at speeds less than the 4/1 Mbps standard. lJ

Taken together. these facts invalidate claims thm the current high·eost universal service support

system. including the RoR mechanism, has failed to bring the advantages of broadband

technology to an overwhelming majority of rural consumers.24

The Nebraska Companies caution against accepting general claims that incentive

regulation is more efficient and conducive 10 fostering innovation and docs not harm universal

serVIce, Verizon stmes tIJatlhe Commission's proposal to require current rat.:-of-retum carriers

to shift to incentive regulation and a per-line USF support approach has worked previously

without hanning universal service.'s However. as a wirelin.: carrier subject to incentive

regulation, Vl"fizon did not invest in rural areas and more recently sold rural areas in a number of

states to FairPoint and Frontier. Veri7.0n·s position ignores the substantial evidl'TlCe from it<; own

n"eent behavior that price cap regulation, by reducing support to serve low-density, high-cost

areas. cremes incentives to divest rather than to invest in such areas.

Similarly. Sprint credited price-cap rcgulmion with stimulating the productivity gams

achieved by price-cap LECs.26 Yet, Sprint is silent on the degrl"C to which price-cap regulation

has furthered the Commission's goal of universal access to broadband.

In fact. two price cap carrie"" failed to provide a ringing endo""ement of price caps as a

method of promoting universal service. Windstream is one of the companies the Commission

'I Commonl< orNECA. et.•L p. 3.

" Comment< orCTlA_lhe WirdcS-.< A""""ialion. p. 1~.

" Comments or Veri,on '00 Veri,on Wirck">'. p. tR. ei,ing Wind"rcam', Pdi,ion r"" Con,ersion '0 t'rice
Cop Re~ut.. ion .nd r"" Limited RelidOrder.

'" Con"llent< or Sprint Ncx,d Corponlti"". p. 12.

6



cites as voluntarily clecting 10 convert to price-cap regulation.21 Yet Windstream at1ribut~-d

reduced per-line support as an underlying reason for its own unserved "areas. AT&T. the

nation·s largest price-cap carrier. did not state definitively whether RoR regulation should be

phased out and replaced with price-cap regulation for rural lLECs.:"l

State wmmissions generally recognized the past suee~'Sscs of RoR regulation on the

invcsllncnt and deployment of broadband-capable n~1works and geller~l1y encouraged the

Commission to maintain the fonn of regulation thm wil1lx:st achieve the broadband goals.J(I For

example, the PPUC ~"Onclud~"(l that broadband deployment is higher among rural RoR carriers

than it is in the rural areas served by non-rural c.~rriers and by non-rural carriers in genernl. JI

The PPUC also ass~'T!ed that this pattern is driven by incentives built into state and federal

ratemaking systems.

[M]ecItanisms contammg a capital and netv.·ork investment incentive to invest
induce c.~rriers 10 invest in broadband technologies, while 11l~~hanisms that break

the relationship between suppon and investment retard the deployment of
broadband nctwork technologies and facilities.))

The Nebraska Companies concur with these observations. and runhcr note that the

Nebraska Universal Service Fund ('"NUSF") is based on both forward-looking cost lind rate-of-

return principles. Based upon the Nebraska Companies' expcri<,'nee, the NUSI' creates

appropriate incentives to invest. On the one hand. the NUSI' sets a maximum amount of support

" NPRM. po"" t 2J.

" .. tf WiTl<klreom received I"" ••IM ror·line support os lhal "",ei"ed by som" of thc ~OO ,mon companies
IlJId c<>-O!'s, il 100 woutd be abte 10 deher hi~er~s and sen'e cO'lo"",,, who cannot be odd,essed wi,h pri,,"tc
<eclor in,'e'ln""'l .10"":' WindSlream Comments, p. 4.

" Conn".,m< of AT&T tnc., p. 21.

,. Comments ofll", PPUC. p, 4: Conn""n1< oft"" SDPUC. p. 7,

" Comn..lIl< ortbe PPUc. pp, t t "nd 37,

" ,lu.,p.tL
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derived from mooel-based cost estimatcs. This limilS any tendency to over~invest. Al the same

time, the RoR calculations in the Nebraska system encourage I1H'U1 LEes to make regular and

substantial capilal investmellls in broadband-capable facilities. The ultimate result in Nebraska

has been a higher level ofbroadband deployment in the areas served hy smallt'T RoR carriers.

TIle PPUC recommends that the Commission engage in a national study of the degree to

which DSL sCTvice is more widely a\'ailablc in arcas: I) served by rural RoR carriers and 2)

served by price cap earril.'n!- serving rural UNE 7,ones.Jl The Nehraska Companit'S support this

recommendation. In addition. the Commission should study tile degree to which DSL service is

more widely available in areas: I) where USF support is detennined by aelual investment and 2}

where USF support is dcteTOlined solely by model-based investment estimates. A thorough

survey of this kind will likely be vcry helpful to the Commission in identifying the regulatory

and USF policies that actually promote broadband investment.

Al Ihe VCTY least, the Nebraska Companies urge thai prior 10 implementing any radical

policy changes that would shift roml RoR carriers to incentiv,," r"gulation the Commission should

analyl.e the dala from the stale broadband mapping ,,!Torts to dCl"nnine the availability and

a!Tordabi]ity of broadband services in rural. high-cost areas and to detennine whether and how

past RoR policies affected those outcomes.J•

C. A Market-based Mechanism Such as Procurement or Renrse Auctions will
not Work for Deploying and Maintaining Broadband Services and should
not be Ulilized in Rural Unserved Areas

The NO! sought comment on whcther some fonn of compt.1itive procur"ment auction

would be :m efficicnt mechanism for extending broadband-capable infrnstructurc in unsCTved

" id., p. 12.

,.. CommcnJ>; of Utah Ruml Tc"=:>m A'C"""iation, p. 5.
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~re~sH The Commission recogni:.:~s some of the inherent limitations of auctions and suggests

that such a competitive process might be used to target one-time subsidies wht:re revenues ~re

likely to cover ongoing costs of operalion,J6 The Nebraska Companies do not believe that

procurement ~uctions (or the fim<-'\ional equivalent) should be considered fer distributing

broadband support. The mechanism ultimately adopted must be rigorous ~nd comprehensive

~nd must include POLR considerations. J1

Over 35 parties commented On the procurement auction iSSUl'S raised in the NOI.J~

Commenters supporting a market-based mechanism generally asserted th~t procurement

auctions, reverse auctions or an equivalent computitive bidding process would reduce the amount

of support rcquiredl9 or increase efficiency in the distribution of SUPlXlrt ..w These conlmentcrs

largely ignored the realities of rural unserved areas and thc ongoing netwOIt dcvelopment and

quality of service issues.

Nebraska and North Dakota arc two states intimalcly familiar with the issues rcg.1rding

the provision of broadband sel"\'ice to unserved rural populations. In their comments, the NPSC

jointly with the North Dakota Public Service Commission (O'North Dakota Commission") took a

comprehensive view of this issue and concluded that th~ adoption of a procul"l..'mcnt auction

solution would be risky. threatcning the stability of universal service and chilling long-tenn

",,"0/. pam 47.

"'/d.

n Conlll,<n" ofNcbra,k. Companio<. p. 79

.. NO/. po"". 4)·48 .

.. Com~nl' of N<w Jersey Boord of Publi< UI;li,i",. p, 7: Comm<nl< of CTIA_TIoe Wirdcss A,soeiOlion.
p.29,

., Commem, of AT&T.?p, IQ·12: ComnJ<:TI" ofVeri7.Q11'OO V"';zon Wirdcs<.?p. 2'1·28.
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inve,;tment." The NPSC and Nonh Dakota Commission made the following comments with

which the Nebraska Companies agree:

• Pr<)CuremL'JIt auelions will favor the largest carriers (with greater ability to sprc~d eosls)

and disadvantage smaller provider>; and new entrants;

• Availability of continued and aftordable voice services may be placed at risk: and

• The Commission must resolve complex issues in any auction, including whether a

winning bidder could fulfill ongoing service obligations. the duration of suppon. how

bids would be evaluated, how COLRfPOLR obligations would be handled, how auctions

would be used in lribal lands. build-out time fralne requirements, minimum service

requirements and service price.

The NI'SC and Nonh Dakota Commission conclude that the NOIINPRM leaves too many

unanswL.,.ed questions relating to the auction mcchanism.<2

These same concerns over stability and the chilling effect of auctions on investment were

shared by a number of eom11lentcrs actively engaged in rural markets. Many of these

eomlllenters suggested that utilization of a procurement auction process will erealC a "race to the

bottom" where only the bid price is considered and the maximization of broadband coverage and

quality of service issues will fall by the wayside. 4J Others, such as CoBank, a lendL'" to utility

companieS in rural America. commented lhat auetiolls will be disruptive. introduce significant

administrative complexities and ignore COLR obligations currently in plaec:4

" Joim ComlOC>\l< of ,he NPSC and In. Nonh Oak",. Comllli"iOl" pp. 9-10.

"ld" pp, 10·1 L

" Join! Com me"" of NECA. d .•J •p. 23; Comments ofTCA, p, 16.

... Commonts ofCnB'nk. W. 6·7.
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Commeming panies that opposed procurtment or rev"rse auctions cited prcvious

unsuccessful aHempts by the Commission (or other federal agencies) to establish an auction

process. Some nmahle examples inelud~xlthe rejection of auctions by the Ruml Task Force in its

White Paper #3,<5 and the rejection of the auction concept by the D~'Panmcnt of Commcre<:

National Telecommunications Infommtion Administmtion ("NT1A") and the Depanment of

Agriculture Rur,,1 Ulilitie~ Service ("RUS") despite thc recommcndation ofthc "71 Concerned

Economists" referenced in the NOl.""

Even commcntcrs that ostensibly supported auctions did so only with significant

conditions, The Mid-Atlantic Conference of Regulatory Commissioners (the "MACRUC

States") suggested using an miction process with the following conditions:

• Broadband, voice and wireless rOLR obligations mUSI be considered;

• Reasonable comparnbilily as required by Seclion 254;

• Service pricing indices; and

• The FCC should proceed cautiuusly:1

Other parties commented Ihat should Ihe Commission introduce auctions it should do so on a

pilot basis to validate the anticipated efficiency of an auction mcthodology" or utilize tcst

auctions 10 produce empirical data for what is currently Iheoretical. 49

" Commonl' of tCORE, p. 10_

" Commonls of Te.•a, St.tew;'" Telephone C"oper,uiyc. 1"".. p. 20; Coolment< of Alexioon
TcleeonununiC01ian, Con,ultiJ\l:. p. 29_

" ConuncnI' of the MACRUC SI>.e.. pp, 9_11 ,

.. Commenl' of the M.ssachusell' Dep.rtment "fTelecammun;eOlion> and Coble. 1'1'. I(}. 11.

.. ConulIcnl, of Alexieon Teleeommuni<..ian. Consultin~, 1'1'. 29 .nd 35.
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Pcrhaps The most comprehensive review of the FCC's procurcmem auction issue was

provided by the National Association of State UTility Consumer Advocates. The Maine Office of

Public Adn>cate, Office of the Ohio Consumers' Counsel. Pcnnsylvania OtTicc of Consumcr

Advocatc and the UTility Refonn Network. In an affidaviT by Dr. Trevor Roycroft attached to

such oommenTS he concluded:

• A marl:ct-bascd mechanism will introducc new risks;

• The "Second Pricc" intcrpretation of n<:cessary support rellecTs the problems with

martet-based distribution of support;

• A market-based approach will not gen"rnTe subsTanTial bidding competition and the

Commission should be prepared for The failure of auctions;

• The application of auctions will generate inefficienT results; and

• AUCTion experience has had mixed resu1ts.~

The Nebraska Companies conclude That market-based approaches, such as procuremenT

auctions. arc ioappropriatc for diSTributing broadband support to unserved portions of rural

America, The Commission has left too many importanT questions unanSWL'IL'<i relating TO

auctions. These includc how unserved areas will be defined. how prices will be established for

thc supportLxl sLwice and the ongoing POLR obligaTions, and how an auction winner will

inTerneT with the existing network. The auction process for distribution of universal service

remains theoretical and untested. If the Commission proceeds further on auctions at all. it should

do SO carefully and in a way That del'e1ops the auction Tcrhniquc gradually.

.. Comment" of The National A,sociatioll of Slale Ulility Consumer Advocates, The Mai"" Omce of
Public Ad..,,,,a\<. Office of lhe OI1io Con,unlers CounKI. renn,yl,'ania OffICe of Con,umer Ad",,,,.t. and the
Utilily Rcfornl Net"''''''', ..1.0<<1",.;, ojT,,·l'O' R. Roycmfl, Ph.D.. pp. <) and J 7-38.
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D. Meaningful Sl3re/Federal Collaboratioll is Neeessa~'lo Achieve Broadband
Deplo)'mellt

The Nebraska Companies' initial comments rccommel\d~-d that the Commission establish

eollabormive relationships with state commissions. including linancial and other incentives for

states to generate universal service funds as authorized by 47 U.S.c. § 254(1).11 This

re<.:ommcndation WaS based in part on the tinancial and opi:rational limits of the Commission

itself. on the greater local knowledge of stale commissions, and on continuity with historical

regulatory responsibilities.

The NPSC filed very similar re<:ommendations, The NPSC maintained that since all

states have a stake in broadband deployment, all states should also share in the costS. ll The

Nebraska Companies agrL'e with the NPSC that this goal can lx'St be achicved through creating

slrongcr and explicit incemives for states to supplemem financially the federal USF mechanisms.

The PPUC was also ooncrmed about COLR issues and fedcralism, The PPUC corrcctly

noted thai maintenance of univcrsal service within the United States and within individual states

is a joint federal-state responsibility. 'j The PPUC l'<--ported that it currently oversees a statUlorily

mandated deployment of broadband facilities and services by ILECs that have COLR duties,I'

The PPUC noted the complexities that arise when one prol'idcr undcrtakes to provide broadband

throughout an area but another provider has residual COL.R responsibility for voie<:, and it stated

that refom! offederal USF mcchanisms and rcfocusing support to broadband cannot be "separme

"Commems oftbe Ncb",sk. Comp.nics, p. S~.

<' Comm"llls of lhc NPSC, p. 1S.

"Comm"ms oflhe PPUc. p. 3S.

"1rI" p. 37.
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and distinct from tbc necessary. joint. and coordinated federal-state re-examination of COLR

duties and/or responsibilitics.""

The Nebmska CnmpaniL'S also agrL'e with the PPUC assertion that states should be

allowed to sct priorities for the deployment of broadband facilities and services that are and will

be supported hy both the federal USF and other sources, As thc ??UC noted. this makes sensc

because states are in a hdtcr I>osition to know and to manage their rL'Spt..'Ctive broadband

deployment needs. In addition. some states havc already taken initiatives in this area. Their

achievements reduce the need for federal funding. and fL..Jeral programs should he coordinated

with those already enacted by these early adopter states, Job

E. Fibcr to the Premises is Often the 1\1 os! Cost-Effeetivc 1\1ethod of Providing
Broadband

Verizon criticized the RoR ellTTlers for deploying FTTP. stating that it is the most

expensive technology.17 The Nebraska Companies eounler that to the contrary. FTT? today;s

often the most economical method for deploying broadbllnd to customers. especially in rural

ilreaS. As was demonstrated inthc Nehraska Companies' initial comments, deployment offibcr

has significant economic and perfonnance advantages over wireless technologies in rural areas-

in lhe short run and increasingly so in the long TUn. As hroadband dCl1lands continue to increasc.

FTT? will have an increased price advantage OVCT other technologies. Over the last several

years, increases in copper priCL'S. advances in technology, and growth in broadband dcmand have

all worked together to make FTTP an economical altcmati\'c for providing broadband.

"ld.. PI', 37-38.

,. C""UlICll1S oflOO PPUC, p. 38.

" COtnmetl1S of Vcrilon and V~rizon Wireless. p. 13.
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Twenty or thirty years ago, pemaps an argument might have Ix:en \\'arramed that

plaecment of FTTP should Ix: re$tricl~d as asscrt~..J by Windstream,ll but today that is certainly

not the case. During that ern, filx:r optic communications systems were expensive and difficult

to design and install, amI copper cable was the most common tmnsport medium used by

teiccommlillications companies. Communications were predominately by voicc. which did not

require p;Jrtieularly robust networks, and fibcr optic nctworks were limited primarily to high,

capacity intcroffice networks and other Inng haul applications. Today, both telcphone and

CATV companies arc dcploying fiber optic cable in their distribution nclwork (local loop)

because il often requires a lower initial inv~'Stmcnt and is substantially less costly to maintain in

comparison to a copper network. Fibcr optic networks are much better suited for delivcring

broadband than arc copper nctworks.

Once fiber infrastructure is in place, service providers arc able to increase thc broadband

speed by a factor of 100 or more by simply upgrading thc e1cctronics On the fiber cable. The

electronics represent a relatively small portion of the overall fiber nctwork investment. Fiber

technology will allow higher speeds to bc delivcred 10 customers over time, and therefore

represcnts thc best technology for meeting future broadband scrvi<,'e needs.

Even though tck'phone companies have been deploying FTTP for at least 10 years, most

customers in the United States arc connect~><i to their local telepbone company using twistcd pair

copper cables. Many of these copp<:r facilities were installed in the 19705 and 1980s when the

country was con\"erting from multi-party systems 10 single--party Sysk'TllS. Copp<:r cable has a

limited hfe expectancy and nonnally begins to fail when 15 10 35 years old. As the copper

networks reach the end of their useful lives and must Ix: replaced, it is most cconomical to

.. Commcn" ofWinJ.,tre.m Commuoications. tnc .. p. 43.
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replace them with fiber. NOl only is a fiber network less expensive 10 deploy and maintain, but

due to its superior broadband capabilities, it promises significantly bener revenue potential over

its useful life.

Figure 1 shows homes passed by and connected to fiber in the US between 2004 and

2008.'9 Although the Verizon comments argue Ihat FTTP is the most expensive leehnology,r.o

Verizon has deployed FTTP to more customers in the United States than any Olher carrier.

Percent NorthAmerican Homes
Passed or Connected to fiber

'",,.

""

'"
",.
'"Jun.()3 Occ'()3 Jun.()4 Occ.()4 Jun.()S OCC.()S Jun..()6 Occ..()6 Jun.()7 Occ.()7 Jun'()8 Occ'()8

Figurc I. FTTP Deployments in North America

As is evident from the continued growth of fiber deployment, FTTP is auractivc to

service providers and has become the preferred t'Xhnology for providing hroadband servict;:s,

FTTP proj'Xts have also been favored by tbe Uniled States Govemment. NTiA and RUS'

Notice of Funds Availability ("NOFA") released July 9, 2009 statt;:d that NTIA exp.,eted to issue

to Tile Fiber Opli< Associalion. I"" .. 200~, hUR,tW"'W.lhtfOJ \!n: ledHcffiwplnlOl'll hUlll.

'" Comments of Veriron a"d Veri:oon Wird",., p. 13.
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awards on a technologically neutral basis, and expected to SUpJXII1 projects ~mploying a range of

technologies «'.g.. fixed and mobile wireless. fiber. satellite). Nevertheless. the actual results

favor~d fiber projects.

• NTIA has awarded 56 Infrastructure projects through the American Recovery and

Reinvcstment Aet totaling $1.2 billion in Fcderal grant funds to deploy middle

mile and lasl m;le broadband facilities ;n unserved and undcrserved areas of the

United States. Oftbcse awards. 48 were for wireline fiber-optic proj~cts. totaling

$895 million, or 77 percent of the total funds awardcd. Many of the NTiA

awardees are using funds to install hundreds of miles of n~W fiber-optic fac;lili~"S

to replacc inadcqu3Ic coppcr infrastructure in predomi nuntly rural areas.

• Bctwcen Deccmber 2009 and March 2010, RUS announced a total of 68 awards

for broadband projects in 31 states and one territory totaling almost $1,068

bi1lioll. Figure 2 depicts RUS NOFA Round I awartl<.-es by tcchnology and

dcmonstrates that fiber-optic cable projects received half of the awards.bl

OL RUS Qu.o.ncrl)' ARRA Report Submitted to The Commine< on Appropriati",lS Unile<! Sial.. Sella!. and
Tile Committee"" Appropriation' United Slale, House ofRepn:sc'ttati\'cs, May 17, 20 I0,
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Figure 2 - Broadband Stimulus ARRA Round I BIP Awardcc$ by Technology

FTTP can be COSI effective in many circumstances. The broadband capability of a copper

network decreases as the length of thc c<.>pper cable incrC3SL'S. This can be secn in Figure 3.

which was taken from the Vantage Point Solutions Engineering Study62 e'VPS Study") and

illustnlte. downstream broadband speed versus reach for the widely deployed ADSL2+ DSL

te<:hnology. At distances of less than 2,000 feet, it is possible to achieve downstream spt.'e<ls in

c)Ocess of 30 Mbps while 4 Mbps is the maximum speed thai can be SUPlX'rted on a 15,000 foot

loop.

Deploying fiber dt."CpCT ioto the nctwork (closer to the customer) allows the service

provider 10 shoncn thc length of the copper cable serving the customers. However. continuing to

reduce the copper cable length, especially in rural areas. can be more costly Than deploying a

FTTP network. This is especially true in very sparsely populatcd areas where shon copper

" Vantage I'oinl Solulion,. "Nd,ra>la Rural lndcpcndcnt Companies-An En&illecrin& Analysi, of tbe
Broadband "'"..,ment ModclU,ing Actual Nctwcrl. Data". July 2010. anached to CommcnlS of the Ncbrosko
Ru",-lln<lcpcndcnt Tdepllone Corn!"ni.... p. 29.
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loops require a large numoc>J" of llckl electronics cabinets or Digital loop Carriers (DlCs).

These DLCs not only require a significant initial in\'estment. but also require maintenance,

software upgrades, power, and banencs.

.o.DScl< ~.rfOI'll""'<O

-
-~-g'--'+~=R-~-- -' ....-,-

-I--+-'>,J--I--+---j-j --;:- _a_
-.~I­

I- t---t-'"
-f-t-+-+--f

~LLL't-+rr=u~~
., ...".. »

-,"-..~......
Figure 3-ADSL2+ Downstream Rate/Reach Data

Whencver a new cablc is needed. fiber is less expcnsive than copper. Figure 4 shows

typical pricing for oopper and tiber cables of various sizes. A large fiber cable costs less per foot

than a small copper cable. Installation costs for fiber and copper cable are similar.

Price per Price per
FOOl 12.000 Fcct

50 paIr Coppcr $1.25 $15,000

\ 50 pair Copper $3.53 $42,360

72 strand Fiber $0.45 $5,400

144 strand Fiber SO.85 $10,200

Figure 4 - Copper and Fiber Mmcrial Cost
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Figure 4 understates the benefit of fiber since a single strand of fiber can support all of a

~ustom~r' s fi~~d telecommunications l1I'eds, while many small business customers require two or

three copper cable pairs and large business customers require many COpp<..7 cable pain;. It is dear

thai wherever a new netwOlt is required or where old copper cables must be replaced. a FTf?

ndwolt provides more broadband capacity at a lower ,;ost than a copper network.

Fiber networks have a large speed advantage over copper. a differ~nce that is likely to

become increasingly important over time. The NBP suggests that the national broadband speed

requirements should be reviewed and updat~d every four years. OJ The Broadband Availability

Gap, OBI Technical Paper No. I ("OBI No. r')"" assumes that broadband speeds will grow at

26% per y~ar.ol At this rate, the broadband speed requirement will double every three years. As

broadband speed demunds increase. the copper DSL ndwork will n~ed to be upgradt.'<l by

repeatedly shortening the copper loops that support the DSL service.

The preceding discussion demonstrates that the cost to provide broadband depends

heavily upon the age. extent and quality of the existing copper network. the remaining life of the

existing infrastlllcture. and the broadband speed required. To provide the Commission with

some location-specific dutu. the Nebraska Companies caused an engineering analysis to be

perfonned conceming Great Plains Communications" Gordon, Nebraska Exchange.

The OBI No. I detcnnincd that 411 Mbps would mce1 customer demands through the

year 2015.06 Assuming a growth rute of 26%, the downstream broadband specd rC<juirement

·'NBr.p, 153.

.. The Broadband Ao..il.bilily Gap. OBI T"hnical raper No.1. Fcde",l Commun;ca,ion, Commi,,'ion.
Apri12010,

.. ld.. p, 42.

.. !d.. 1', t13,
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would be 8 Mbps in 1018 and 16 Mbps in 2011. The purpose of this engineering study is to

compare the costs associated with achieving these downstream broadband speeds using either a

copper DSL network or a FTIP nctwork.

For the OSL mmlysis. the networX investment required to provide downstream broadband

~rviee of 8 ~nd 16 Mbps was detennined, since the 4 Mbps downstream investment was

previously detennin<:<l in the VPS Study.b) These DSL designs mjuired uutside plant

construction for only the 1.018 customers in the rural ponion of the Gordon Exchange. as the in-

town copp.,r loop lengths are eurrL'Iltly short enough to support downstream broadband of up to

20 Mbps with only the addition of electronics in the central offiee.6! New construction eonsist<:<l

of installing OLCs in the rural area to shorten copper loop lengths enough to achieve the desired

downstream bandwidth. Fib<..-r was installed from the existing cL'tltral offiw in town to each of

these OLCs. The existing copper plant was used to complete the last ponion of the loop between

the OLC and each customer loc~tion.

The cost of the OLC upgrade is shown in Figure S. As shown in the vrs Study, 99

DLCs were requirL-d for the 4 Mbps design.6'I The 8 Mbps design was incremental to the 4 Mbps

design, so the cost for the 8 Mbps design includes the initial costs associated with the 4 Mbps

design. Likewise, the cost associated with the 16 Mbps design includes the cost of the 8 Mbps

design. The 8 Mbps design, the OLC count roughly doubled to 196\ocations and in the \6 Mbps

design 278 DLC~ were required, almost three times the number needed to provide 4 Mbps

sCl'Vlee.

•, !d.

.. Id.

'" ld.. p. 49.
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Cost SUllimary of DSL Upgrade (Gordon Exehallge)

Downstream Loop Electronics Outside Plant Total
Speed Length (fl) Investment lnvestmtmt Investment

4 1\lhps 15.000 S1.295.OOO S6.285.OOO 57,580,000

8 Mhps 10.000 S2,255,000 S7,921,000 $10,176,000

16i\1bps 5,000 S3,067,000 S8,407,000 $ \1 ,474.000

Figure 5 . Gordon DSL Upgrade Projected Costs

For the FTTP analysis. <,lnly rural customL'T'S neL-ded to be upgraded to FTTP, since the

maximum downstream broadband speed required for this analysis is 16 Mbps and the in-town

customenl can achieve 20 Mbps without a FTTP upgrade. This design is idtmtical to the 20

Mbps design that was presented in the VPS Study/'O which SL'TVcd the town customers with DSL

and constructed ITTP to all rural customers. The cost for this network uPl,'rade is shown in

Figure 6.

Cost Summar\" of FTTP U rade Gordon [rehan e
Electronic,s Investment Outside Plant Investment Total [nvestment

$1.695,000 $8,145,000 $9.840.000

Figure 6· Gordon FITP Upgrade Projttted Costs

Figure 7 summarizes the differences in initial investment among the four options

described in the preceding paragraphs for the Gordon Exchange.

'" IJ.. !'P. 49-50.
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Gordon Investment Comparison

"
" C-o "~

E ••, •,
•! •,

0

ISKh DSl IOK!l DSl SKh DSL >n'
14 Mbt») (8 Mbps) U6Mbp~) (I00Mbln)

Figure 7 - Gordon Design Cost Comparison

When comparing initial investment oosts, there is a $2.3 million premium for the FTTP

netwoO; when compared to the 4 Mbps DSL design. If 4 Mbps downstream was the ma~imum

broadband spl'cd r"quired by subscribers, the copper network design would provide the lower

initial cost of deployment. However. the total invC5tment in both the 8 Mbps and 16 Mbps

copper designs actually exceeds the total cost of the FTTP investmcm. The 8 Mbps copper

design cost is approximately 3% higher than the FlTP cost, while the 16 Mbps design cost is

appm'ximatcly 17% higher than the FTIr cost.

This analysis assuml's that the retain<.-d portions of the rural copper plant will continue to

be functional. In reality. though. the rural copper plant in Gordon is 30 to 35 year old and will

need to be replaced soon. To make an accurate comparison between aged copper cahlc and new

fiber cable with a 30-year or longer life, subsequent capital cxpense should also be considered.
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Industry practice is to expect a useful life of 25 to 35 years from copper plam.11 As cable

reaches the end of its useful life. it begins to fail, and replacement is requirL"d. Figurc 4 showcd

that new copper cable actually costs more than similarly sized new fiber cable. For this reason,

the initial price advantage of the DSL design would bc reduced or eliminated. as old copper

cable must be replaced in a piecemeal fashion to keep the DSL nL1work operational.

Operational oosts of copper nctworks are also generally higher than those of F1Tr

networks. Coppt,r win~s arc susceptible to electrical interfcrcnce, corrosion. and changes in

electrical transmission characteristics. Copper cables. especially aging copper cables. require

more ongoing maintenance than do fiber cables. In addition, the cost of electricity to power the

DLCs also increases the operational cost of DSL over a FlTP network, The power costs of a

DLC can be $30 per month. so for 278 DLCs the cost would be over $1 00.000 pcr year.

Figure 8 shows the broadband speed capabilities of the samc four design options for the

Gordon exchange.

" For ex.mp~. Supori"" 8,ex.• targe globat pro\'ider of fiber and copper c.bi ... belie\'~"Oul$idc Plom
(OSP) copper cablu are de,igned based on a life .xpecta",,)' of30 yeJ"'."
hI 'P'IIww....,SlIreriQ!'cN~ ,com. COIil rnun;ca,jonscabk. iNl?j?jd- J~ ~~ ~ 3
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Figure 8· Downstream Broadband Speed Capability

Together. Figures 7 and 8 demonstrate that today the FTTP design provides the best

broadband speed perfornwnce al an economically al1rllctive rosl.72 In coming years. significant

advances in FlTP capabilities are cxpcciL'd, while nO comparable increases in DSL broadband

spccds arc expected. Figure 81isls the speed of the FTTP design al \00 Mbps, but it clluldjusl as

easily have shown FlTP speed at 1,000 Mbps. The cost would have bc<:o approximately the

same. and the only change would have been the electronics.

In summary, FlTP is the technology of choice when deploying broadband networks

today. FTTP provides adequat<: upstream and downstream broadband speeds 10 support future

services, as well as btltlCT quality and reliability to the customer. FTTP provides an economical

" A. mentiooed ""ticr, tl>e bandwidlh ,110\\" for 1be ITTP <I<,ill" in Figure 9 is fo< Ihe rural oustonICTS
ooly. The 10\\" CU"0mCT5 arc still "",,-cd 'm C'OI'P'" in [hi, ex.mple and would b< limitod 10 bandwidth. supported
by DSL.
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upgrade path that will be the most cost effcctive solution in the future. Making a significant

investmcnt in DSL or fixed wireless today. followed by a required upgrade to higher broadband

spccds latcr. will produce a more costly and less capable network. When considering all the

facts. it is apparent why so many providers ha\'e adopted FlTP as thdr network technology of

choice when replacing aging copp"r netwurks or building networks to serve previously unserved

areas.

F. COSIS and Rel'ellues Associated witll Video Set"\'ices should be excluded 1'1
Determining CAF Support

TIle NOI sought comment on whether the Commission should consider revenues. as well

as costs, in determining CAl' support. JJ The NBP recommended that support should be based

on the net broadband investment g;lp (i.e., forward-looking costs less revenues) and that the

revenues shollid include all revenues earned from broadband-C;lp;lble network infrastructure."

The Nebrask<! Companies agree, as a general principle. that CAl' support should be calculated

bawd on considcmtion of both revenues and costs.

Nevertheless, the Nebraska Companies initial comments also recommended Ihat only

fCVenUes derived from the provision of broadband lnlL'rnet service should be included in

detennining CAF SliPport and that neither the revenue nor the costs associated with video

services should be used in detenl1ining CAl' suppurt,)~ On this point, parties have eommellted

that estimating video revenues and costs are difficult and unreliablc alld that video revenues

should not be included in the calculation because it is likely to increase the size of the CAP.

'.' NOJ. para, 35,

"M, para. 36.

" Com"""I' of {lie Nebra,". COllll"'nics. p. 28.
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Qwest. for example, argued that the Commission should use total costs of providing

SUpportL"lI services to detennine on-going support.'· Specifically, this means that Qwest

recommended against considering the additional costs and revenucs from providing video

service should not be considered in ddcrmining support. 77

The Public Utilities Commission of Ohio ("PUCO") recognizes that a cost/revenue mudel

that includes vidco would present scvcral problems. Any such model must capture all of the

costs and revenue assoeialed wilh Ihe broadband network, including tho~e co~t~ associaIL'd with

cable TV (i.e., programming costs and revcnuej.'s The PUCO recognizes that estimating the

demand for each application further adds a level of complexity to the analysis. Several factors

will affect costs and revcnues for vidco service such as the minimum number of channels that

must be purehased, RLovenuc will nuctuate over timc as scn'iecs, service offerings and

technologies change, and it will be difficull to maintain a cost/revenue 'nooel that will be

responsive to such changes. and thus, the model may become unreliable in estimming revellue.1'J

If video revenues could be accurately fOre<::asted, it might be logical 10 include such

revenues in determining CAF suppon, so long as the ovcrall Icvel of CAF support is reduced,

For example. Sprint recommends that both revenues and costs. including those associated with

video services, should be considercd in detcnnining CAF support.iO However, since Sprint

concludes that this will reduce Ihe amount of USF needed to deploy a broadband nctwork,"

'" Common'. ofQwe'" Cornmuni<alioIlS lnl<mationalltlC" p. 19.

"M

.,. Comment. of'he PUCO. p. 9.

,. IJ,

'" Commeot. of Srrim Nextel Co'P"r.lion, p, 4,

""'.. p.ll
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Sprim must believe that the re"enul'S associ31ed with providing video services arc greater than

its associated costs.

The Nebraska Companies disagree with Sprint"s conclusion. BaSL..:! upon recent

expenence, the Nebm~ka Companies believe th31 rural video services are typically losing

money today, primarily due to high prOI,,'r.Ul1ming costs. As CenturyLink observes, if revenucs

and costs associated with video sCl"viees arc included. the nd result could actually lead to

negative impads on CAF if the additional services arc not profitable in particular geographic

areas.~Z If the Commission includes video costs and revenues in its support ealcul31ion, the

likely efTect will be to increase the need for USF support.

In sum. the Nebraska Companies recommend that oosts and revenues associated with the

provision of vi<ko service be excluded in detemlining CAF sUPflOrl. This is an appropriate

policy since video is not a supflOrted ~erviee and is not nonnally provisioned as part of

broadband Internet servIce. In addition. by excluding both video costs and revenues. the

Commission can aVQid the complexities associated with estimating multiple tiers of video

revenues and multiple combinations of content costs associated with basic programming, pay-

per view channels, premium programming, HDTV. and video-on-demand. By excluding video

revenues and costs the Commission will not increase the investment gap and further increase the

need for federal USF support. Finally, since some video services share last-mile t:lcilities with

broadband lnternet servicc, the Nebraska Companies recommended that the Commission

develop cost allocutiuns 10 "carvc-out" a portion oflast-mile costs associated with video.

G. FUSF Supporl is Required fO Presel"\'c and Continue Ihe Consumer Benelils
of Ihe Existing Nelwork

" Comments or CeTHuryLink- pp. 54-55.
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The Commission requcsted commcnts on whether any of the steps to cut legacy High-

Cost support proPOSl-d in the NPRM would negatively affect currcntly affordable voice

serviccs.·J Many parties ex.pressed concerns about proposals to shift monics from ex.isting

universal service programs to thc CAF." Thc Nebmska Companies share these concerns. Sl

Most investments by rural telecommunications companies arc made through the use of

prj vate capital. This private capital is obtainl-d from lending institution~ and many of these loans

are predicate<l upon the continued nX:l'ipt of universal service support. Borrowers. as well as

lenders, have relied in good faith on the univ<:rsal service rules in effe<::t when the loans were

made. Moreover, in addition to supporting high-quality, ubiquitous voice services, many of

these investments support the provision of broadhand serviccs,

Elimination of the universal service support that underlies these loans docs not reprcsent

good policy nor is it justified. Unwarranted shifts in cx.isting univers.11 service funding could

have significant detrimental impacts 011 both voice and broadband services and on the Icnding

institutions which have underwrincn thc nctworks over which these services arc provisione<l.

In connection with the proposed implementation of CAF, it is unelear whcther the

Commission intends to continue to support capital investments in the current manner or will

begin to provide capital ex.penditure-n:latl-d universal sl.,-viee support to rccipients only on an up,

front basis. The Nebraska Companics believe that the current system of univenwl service

"NPRM. panl, 53.

"Conunents ofF.ed Witli.mson. p, to: C<>mmcnl< ofTOS, p, t2: Comme"t' of AT&T. p. 12: .nd
Com"",uts ofTCA. p, 5.

" The Nebraska Componies unde"'land lhat the Commission inleoos lO keq> currenl HCL. LSS. and
capped IClS suppa" in p1..e for ",,,-en ye.rs: howe'-cr it is "nc"".in whal 1.,el of CAF fuooin~ will be .,·.ilable
.n.... thai ""."-year period. This ",,"en'year Inlosilio<J period m.y n<)l. howe,""'. he oJequate for incumbent< to
='0""' tile in,·"'t"",nlS m.de in embedded pl.111 facililies_
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support thal assists. where necessary, in the recovery of capital investments over their

depreciable lives has worked well. and it is likely to be superior to any new regime that includes

only up-front capital expenditure support payments.

If the Commission believes th""", is a lack of accountability regarding the usc of FUSF

support. then the Commission could easily add accountability measu".'s for broadband

expenditures. On a going-forward basis. the Commission can require investments and operating

expenses which receive universal service support to be subj{,ct to reas<lnable standards in order to

~onsure that FUSF support is used to further the deployment of broadband services as envisioned

in the NBP.

The Nebraska Companies support elimination of the identical support rule. This support

represents duplicative funding. In 2009, $1.4 billion, nearly one-third of high-cost FUSF

support, was paid to companies under the identical support rule. At the discount rate of 11.25%

used in the NBP, over 10 years the monies provided under the identical support rule have a

prL'Sent value of S8.2 bill ion which exceeds the lowe~t cost provider investment gap cited in OB I

No. 1.16 The Commission should exercise extreme caution in considering moving any other

existing federal universal service support from existing funding mechanism to the CAF.

III. CONCLUSION

The Nebraska Companies respectfully request the Commission to carefully consider.

adopt and incorpNatc. as appropriate, the positions set forth in the foregoing Reply Comments

into its efforts to implement the NBP and to direct CAF support to accomplish such

implementation.

"OBI No.l.p. 39.
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Dated: August I I, 2010.

Respectfully submilled,

Arlington Telephone Company. Blair
Telephone Company. Cambridge Telephone
Co., Clarks Telecommunications Co..
Consolidated Telephone Company.
Consolidated Telco, Inc.. Consolidated
Telecom. Inc.. The Curtis Telephone
Company. Eastern Nehr;lska Telephone
Company. Great Plains Communications,
Inc., Hamilton Telephone Company.
Hartington Telecommunications Co.. Inc.,
Hershey Coopemtive TelL'Phone Company.
Inc., K & M Telephone Company, Inc., The
Nebraska Central Telephone Company,
Northeast Nebraska Telephone Company.
Rock County TelL-phone Company, Stanton
Telephone Co.. Inc., and Three River Telco

The Nebraska Rural Independent
Companies

By:--=:R,. II :=n:-, J «It .I:t IS}
Paul M. Schudel. No. 13723
James A. Overcash. No. 18627
WOODS & AITKEN LLP
301 South 13th Street, Suite 500
Lincoln, Nebraska 68508
Tel<:phonc: (402) 437-8500
Facsimile: (402) 437-8558
Their Attorneys
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